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17.0 OBJECTIVES 
After studying tliis unit, you should be able to: 

r explain tlic motives for liolcling casli; 

r prepare cash l?udget; 

e discuss optimum casli baiance; and 

a explain electronic baulcing. 

17.1 INTRODUCTION 
Casli management is a very important area and is very critical for survival of an 
organisation. It cntails management of cash for day today activities as well as 
niaintainirlg cash for meeting tlie desired ~iiedit~m/long term objectives of the 
organisation. Objectives of cash management are to reduce the liquidity risks, make 
casli available for day today activities, minimise the casli, invest s u r p l ~ ~ s  casli in tlie 
best possible rnarllier and maintain optimum casli balance in the system at all times. 
For tliis various tools and tecl~niques are used which include casli forecasting, 
managing casli collection disbursement, optimum casli balance etc. In tliis unit you 
will learn all this in detail. 

MOTIV.ES FOR HOLDING CASH 
Before we discuss motives for holding casli, let 11s explai~i objectives of cash 
Inanagement. Casli management objectives and strategies are: 

i) to ensure through efficient cash management structnre that the funds are 
available at the right time at tlie lowest cost possible. 

ii) to ensure that liquid resources must be managed in such a manner that idle casli 
balances are ~nini~nised and where possible reduce fillid borrowings and 
associated costs. 



i i i )  to enhance cash generation, reduce funding requirements through effective credit 
control and timely settle~nent of payable and receivable balances. 

111 short, basic objectives of cash management in any organisation is to balance at all 
times two mutually contradictory and conflicting tasks of meeting cash requirements 
and minimising funds deployed. 

Motives for Holdii~g Cash 

1)  An organisation enters into various transaction cluring the course of its operations 
which results into casli inflows like cash sales, realisation from debtors, diviclends 
etc. and casli outflows like payment of salaries, vendors, contractors, capital 
expenditure etc. However the inflows and outflows are not synchronous and 
frequently there are situations wliere either tlie outflows exceeds inflows or vice 
vcie,sa. To meet payment obligatio~~s in situations where out.llows exceed inflows, 
an organisation must have surjicient casli balance. 

2 )  There are conflicting reasons for holding cash as csccss or iclle cash held in l.he 
system does not provide return while less casli held alTects Iiqi~iclity which is 
critical for the survival of tlie organisation. 

3)  Cash is generally held for managing day to day liquiclity in the system especially in  
silualions where casli.outflows exceeds inflows. This can be termed as 
transactioi~ motive of holding casli. 

4) Cash may be held in reserve for meeting unexpectecl casli necds arising out of 
unforeseen circumstances like tloocls, riots, lockouts etc. This is  known as 
precautionary motive of holding casli 

5) At times organisations may holcl disproportionate amount of casli for taking 
advantage of tlie circumstances like for availing attracting cash discounts, tale 
over of new companies, buying securities for speculative purposes etc. This .is 
known as speculative motive of liolcling~cash. As the name suggests, it is held 
for speculative purposes only and not in  ordinary course of business. 

6 )  Yet another motive for holding casli balances is for meeting commitments like bank 
deposits and fixed deposits etc. This is co~iipensating ob-je'ctive of holding cash. 

17.3 CASH FORECASTINGAND BUDGETING 
You know that cash flows are not synchronous and there are mismatches between 
outflows and inflows. Therefore to assess tlie requirement of cash properly, 
forecasting tlie cash requirements in advance is desirable so that adequate steps can 
be taken before tlie actual situation arises. 

Cash budget is an important tool in cash managcmcnt to plan and control the use of 
cash. It is statement which reflects the estimated cash outflows and inflows over tlie 
planning horizon. 

Various purposes of cash budget are as i~nder: 

e It helps in projecting the future n~ismatclies and reflects the excess and deficit 
cash in the system. 

e It enables tlie firm to take advantage of tlie excess money by availing cash 
discounts, investment in marketable sccurities elc. 

It identifies periods where there ]nay be shortage of cash, so that tlie fi~nding can 
be tied up in advance and hence at conlpetitive rates. 

Cash budgets, therefore, helps in planning the cash flows in aclva~~ce and taking 
adeqilate steps for optimum ~i~anagement of casli. 

Cash Management 
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Preparation of Cash Budget 

Steps for preparatioli of cash budget can be summarized as under: 

a) First step is tlie selection of time liorizon for preparing the casli budget. It differs 
from fir111 to firm depending upon tlie type of operations, accuracy of data 
availability, stability ofcash flows, etc. The time horizon should be neither too long 
nor too short. As if tlie liorizon is too long, it is very difficult to assess tlie 
accuracy of tlie data to make the fosecasts, tlie data itself rnay not be available, 
and if the time liorizon is too short, tlie cash budget would not be able to forecast 
tlie shortages and deficits in the casli balances as desired. The seasonality of tlie 
business should also be considered and the time liorizon oftlie cash budget sliould 
cover tlie seasoli cycle of tlie business. Generally a cash budget is for a year 
clivided into quarterly or mo~itlily intervals. If tlie situation demands, casli budgets 
are also drawn for shorter intervals like for a week and if tlie casli cycle is very 
volatile even for a day. 

b) Second step is tJie estitiiatio~i of cash items, both iriflows and outflows over tlie 
chosen time horizo~i. For estimating casli flows, casli flows are broadly divided in  
to two categories, Operating casli flows and Financial cash flows. 

Operating cash flows: exa~nples of operating casli inflows are casli sales, 
recovery from debtors etc. while that of outflows are salaries factory expenses, 
ad~iiinistl-ative expenses etc. Cash flows are estimated basecl on valid 
assumptions and tlie underplaying operating factors, like recovery of debtors 
depend upon ilie credit terms with tlie debtors, system of offering cash 
discounts, collectio~i policies etc. Si~iiilarly in case ofaccouiits payable, case 
outflows will be dependent on tlie credit period available iiro~n creditors, oilier 
purchasing terms and conditions etc. 

Financial cash flows : ~iiajor financial casli inflows are loans taken, borrowings, 
equity infusion, interest and dividend received etc. and outflows are statutory 
payments, repayment of loans, interest, payment of dividend etc. For estimating 

tliese casli flows also certain assumptions and i~nderlying factors to be considered. 

c) Last steps is tlie actual consiructio~i of tlie cash budget, wlierein for tlie selected 
item Iiorizon, both inflows and outflows as identified above are plotted and excess 
and shortage of cash at tlie end of each interval is identified. Accordingly plans 
can be prepared for investment of surplus casli in casli of excess or financing 
requirements in case of shortages. 

Sample cash budget can be presented as under: 

Casli Budget (A~iiou~it in  Rs. '000) 

Period April May June July August September 

(A) Cash illflows 

1. Cash Sales 
2. Collections 
3. Others 

Total 

(B) Cash outflows 

1. Salary 
2. Expe~ises 
3. Capital exp 
4. Others 

Total 

(C) Net gain or Loss 

1. By elid of montli 
2. Cumulative gain or loss 



17.4 MANAGING CASH COLLECTION AND 
Cash Management 

DISBURSEMENT 
The cash budget explained as we have seen above throws lighl on the cash position of 
the firrn for a time horizon. Let us now try to ~~ndesstancl the broad strategies of cash 
management. 

Broad cash management strategies are linked to the cash cycle of a firm. Cash cycle 
of a typical manufacturing can be depicted as under 

Cash Cycle 

Materials, 

1 Receivable 1 

Finished 
Goods 

Cash cycle reflects the total time elapsed in  the pr.occss by which the cash is ~ ~ s e d  for 
making payments to suppliers for raw material and expenses which results in raw 
materials inventory. The inventory is then converted into work-in-progress duringthe 
manufacturing process and is finally transformed into finished goods inventory. The 
finished goods are then sold to customers to whom credit is offered. Cash is again 
received on realization fiom customers. 

This is a continuous process and the cycle repeats itsclrngain ancl again. Cash 
turnover means the number of times cash is used each ycar. Cash tul-novel. is 
calculated as 

Cash Turnover = 36OICasll cycle in number of days 

Illustration : In a firm, average credii: available fro111 vendors for raw material is 60 
days, it takes average 80 days between processing of inventory to sale of finished 
goods and it takes on an average 70 days for collectio~~ of receivables. What is the 
finn's cash cycle ? 

Solutioil : You know cash cycle can be calculated by finding t l~c Lillie elapscd between 
paying accounts payable and collection of accounts receivable. 

Cash cycle = 80 days + 70 days - 60 days = 90'clays 

Cash turnover = 360190 = 4 

As we have seen above, there are conflicting taslcs or mecting cash requi~eliients and 
minimising cash balances. All cash maongement strategies ilre essentially directed 
towards minimising the cash balances without affecting aderl~~att: liquidity. This can be 
achieved by reducing the cash cycle to the extent possible or maximising thc cash 
turnover. 

The basic strategies to the needful are as follows : 

a) Speedy collection ofacco~~nts  receivable 

b) Efficient production and rnanagemerlt of inventory 

c) Stretching accounts payable . 



I Management of Working d) Mix ofall the above , Cnpital 
We sliall now examine speedy collection of collection receivable and stretcliing 

I accounts payable in detail. 
I 

I, Speedy Collection of Accorr~~ts Receivable 

A11 effective strategy for efficient casli management is to collect tlie accounts 
receivable in shortest possible time. Factors affecting the collection of acco~ints 
receivable are credit period. collection policies and ~nethodology of collections aiid 
credit ratings of customers. 

Shorter l lie credit period offered to customers, faster is the collectio~i time, However 
in today's co~iipetitive scenario. credit period is generally dedicated by market 
exigencies. 

I 

Collection pol ices sliould be drafted towards speedy collection of account receivable. 
Policy of offering casli discounts should be explored and based on cost benefit 
analysis, they sliould bc offered to customers. In today's scenario there are faster 
methods for collection of receivables being offered by banks. Details of this are 
covered in the selection electronic ba.ilting. 

Credit rating of customers ensures tliat credit is offered to worthy customers only so 
tliat tliere are no bad debts and collection process is smooth. 

If the firm in the illustration above, reduces the average collection of receivables from 
70 days to say 40 days, the casli cycles reduces from 90 clays to 60 days. Suppose the 
operating cash requirement was Rs. 90 laklis when tlie casli cycle was 90 days. After 
the reduction in casli cycle to GO days, the operating casli require~nent will fall from 
Rs. 90 laklis to Rs. 60 laklis. This will lead to reduction in casli ba la~~ce of Rs. 30 
Iakhs. Let us assume that cost of fillids is 10% accordingly tliis will lead to cost 
savings of Iis. 3 laltlis (lis. 30 lilltlis x 10%). 

There are techniques and processes tor faster collection of account receivables. Let 
us discuss them in some cletail. 

For speedy casli collections, there are two basic approaches to do this. First the 
customers sliould be encouraged to pay as q~~iclcly as possible and secondly the 
payment from custo~ners sliould be converted to casli. 

Prompt payment by custonrcrs : 7'0 ensure pronlpt payment from customers, billing 
should be clone promptly ant1 accurately. Method of receiving payment should be 
clearly stated in the invoice along with tlie credit terms. Use of self addressed envelops 
are also useful in  encouraging prompt payments. Also, possibility of offering cash 
discounts sliould explored after due cash benetit analysis. Availability of casli discount 
implies consiclerable savings to tlie customers. 

Faster co~lversiorl of paynncrrts iv~to cash : The time interval between conversion 
of payment into casli can be tlivicled into three steps. 

a) Tralrsit time or postal ilont: 'Tliis is the time taken for clieque to reach the 
firm by post or co~rrier. 'The lag in tliis process is on account of postal system 

b) Cheque deposit flotrt : Tliis is tlie time taken in depositing in  clieque in the bank 
after it lias bee11 received. Tliis is controllable and any delay i n  tliis can only be 
termed as laziness 

c) Collectio~~ float : tliis is the time taken by the banks in  collecting payment from 
customers bank. Tliis is predetermined and should be negotiated with the bank. 
The sum of these floats are collectively known as deposit float. Efforts should 
be made to reduce the deposit tloat, as tliis will directly result into speedy 
collectio~i ofreceivables. 

One of the tecliniq~~es for reducing deposit float is decentralised collection, where the 



Concentration banlcing : In this method of decentralized collection of accounts 
receivable, a large firm which has a very wide geographical spread of customers can 
select certain decentralized locations for making collections. Instead of all the 
collections getting deposited into head office, collection take place in  these locations 
depending upon Ihe geographical location. This helps in cutting down tl~ecollection 
time as trarlsit time goes down. 

Cash n~a~ragement services : Many banks are now offering cash management 
services which provides for collection of cheques from dealerst customers at their 
local places which are pooled at a single location. 'I'l~is reduces tlie postal float and 
clieques deposit float as the banks are in a better position txo manage these 
transactions. Also collection float can be negotiated with the banks. So overall the 
deposit float comes down. However the banks also levy charges for providing tliese 
services. So cost benefit analysis sliould be done ancl accordingly if the cast savings 
are liigher 1:han tlie charges levied, a firm should adopt tliese casli manageanent 
sesvices othe~ulise not. This facility has been made possible due to contin~.ol.ls u p  
gradation in the banlcing in~frastr~~cture with the help of information technology across 
tlie country. 

Stretching Accol~nts Payable 

The operating cash cycle can also be reduced by slow disburscments of accounts 
payable. They represent unsecured source of li~nds which does not rcquire any 
interest payments. There are many techniques to stretch the accounts payable 
namely: 

a) Not malcing payments befose time 

b) Centralised processing of all accounts payable 

c) Making use of pay~mcnt floats 

d) Deferments etc. 

Payments slio~~ld be made on time and should not be processed bcfore time. Nowcver 
if vendor asks for payment bef'orc time, cash discounting can be esplorcd depending 
upon the cost benefit analysis. 

Payments if possible shou Id be processed centrally and all tlic paymenls may be made 
centrally from head office. This will increase the time lag in processing ofpayments 
and therefore will reclucc cash cycle. Also payments can be macle from distant banks 
so that the time taken in clearing of cheques fiom banks can be clelayed. Generally all 
the cheques issuecl are not presented for clearing at the same time and there is a time 
lag before which they are pl-csented in the bank for cleai.ing. One can malcc use of 
this phenomenon by keeping fi~nds only to tlie extent ofthe amo~~nt  ol'clieq~~es which 
will bc presented. The float can be estimatecl basecl on scientific cheques cashing 
analysis and past trcnds. 

To the extent possible, the expenses should be accrued as current liability which 
represents liability which is pending for payment. For cxample, liability for salary is 
accrued to ~iionth end although the services are renclcrecl by Ihe employees in 
advance. Similarly efforts should be made to del'er the actual casli flows for a liability 
to the extent possible. 

Checlc Your Progress A 

I )  List tlie motives for holding cash. 
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2) What is collection float? 

............................................................................................................................... 

............................................................................................................................... 

17.5 OPTIMUM CASH BALANCE 

Maintenance of optimum casli balance requires balancing of two conflicting tasks 
namely:, maintaining liquidity in the system and maintaining minimi~m cash balances. In 
practice there is no single optimum cash balance, however a range of optimum cash 
balance can be derived by using certain cash management tools. There are mainly two 
broad approaches i.e., ~natlie~natical/analytical tools and casli budget. 

The methodology of both the methods is to determine tlie casli needs in an organisation 
for a given period and thereby assess tlie minimum cash balances for providing for 
adequate liquidity.' 

There are many mathematical models, which are in use, however their detailed 
discussion is out of the scope of this course. We have already seen tlie cash budgets 
in detail in the previous section. 

Liquidity ratios can be used as a tool for assessment of optimum cash balance and 
liquidity in the casli system. Drawing meaningful conclusions from tlie ratios, optimum 
levels of casli balances call be determined. These ratios are: 

Current ratio : It is defined as Current assets/ Current liabilities Tliis reflects the 
liquidity in tlie system, whether tlie current assets are sufficient to pay for tlie current 
liabilities. Generally it should be grater than 1 ,  which means that in tlie norriial course 
of business, the current assets are sufficient to meet tlie obligations towards payment 
of current liabilities. Ifthe ratio is less than I, it reflects other wise. As a thumb rule 
the ratio should be greater than I .  The higher tlie ratio, more safety is there to meet 
the current payment obligations, but at tlie same time it reflects the excess and idle 
cash in tlie system. 

Acid test ratio : It is defined as (casli and casli equivalents + receivable) 1 Current 
liabilities. This reflects the ready liquidity in the system and availability of cash for 
meeting payment obligations. 

Turliover ratios : There are pri~narily four turnover ratios wliicli reflect upon the 
working capital situation in all organisation. 

i) Inventory turnovel. ratio : It is defined as 360/1nventory held in no. of days. 
This signifies llow frequently tlie inventory is converted into finislied goods during 
a year. Higlier tlie turnover tlie faster is tlie conversion into finished goods and 
better it is. Tliis reflects tlie manufacturing efficiency of the organisation. 

ii) Debtors turnover ratio : It is defined as 3GO/Receivable in no. of days. This 
signifies how frequently the cash is realised from the debtors during a year. 
Higher tlie turliover tlie faster is the conversion into finished goods and better it is, 
This reflects the ~nanufacti~ring efficiency of the organisation. 

iii) Creditors turnover ratio : It is defined as 36O/Creditors payable in no. of days. 
'This signifies how freque~itly payment is made to the creditors during a year. 
Lower tlie turnover the slower is tlie payment. 

iv) Working capital turnover ratio : It is defined as 360/working capital in no of 
days. This signifies how frequently the working capital cycle is rotated during a 
year. IIiglier tlie t~ir~iover the faster is the rotation and better it is. 



These turnover ratios in combination wit11 current ratio and Acid test ratio, provide 
lneaningf~~I inputs for assessment of optimum cash balance. 

17.6 INVESTMENT OF SURPLUS CASH IN 
MA TABLE SECURITIES 

Yo11 have learnt that the cash o~~tf lows and inflows are not synchronous and either 
have excess cash or there is deficit, which needs to be arranged for. In situalions 
where the opti~ni~rn cash balance has been determined, the balance of the liquid assets 
or surplus cash are invested in marketable securities. Such marketable seci~rities are 
desired to have two basic characteristics namely:, they shoi~ld be short term in nature 
and there should not be reduction in the principal amount of the investme~:t over period 
of t11e investment. 

In short only those securities which can be converted into cash in a short period of time 
say ranging from a day to few days, without redi~ction i ~ i  principal amount can qualify 
for short term investments. 

These securities should have ready market as it rninimises the amount of time requires 
to convert a security into cash and vice versa. Also these securities s h ~ i ~ l d  have safety 
of principal as otherwise the firm would be better of leaving the balances in cash if it 
were to risk a significant reduction in  capital. 

Like cash there are three motives for holding secusities namely transaction motive, 
precautionary motive ancl speculative motive. Each motive is based on the premise 
that investment in  marketable seci~rities shoulcl attempt to earn a return on temporary 
idle fi~nds. 

An evali~ation ofthe following csiteria call provide insights for selection oproper 
marketable security. 

Pii~ancial risk : 'I'his refcrs to the risk profile or credit rating ofthe security issuer. 
Lower the rating, higher the risk of default in principal and or interest payment. 

Interest rate risk : l'l~e risk associated with the volatility in returns from a iinancial 
instrument attributable to changes in interest rates is known as interest rate risk. 
Proper analysis shoi~ld be made for i~ndersta~ldirlg and factoring it for selection of the 
right seci~rity. 

Tax implications : Impact of relevant tax laws slloi~lcl be considel-ed, as tax 
treatment is different fos interest income and appreciation of scci~rity as capital gains. 
The tax impact should be property assessed in choosing the right security as it will vary 
from firm to fin11. 

Liquidity : It is very essenlial that tlle security S I I ~ ~ ~ I C I  be liquid in  nature and slloi~ld 
have a ready market, only then it would be possible to convel-l tlle security into cash at 
a vely short notice at or near the prevailing market price. Also the cost involved in 
conversion like brokerage etc should be factored. 

Yield on security : As the four factors as nlentioned above have a bearing on the 
yield on the security and a finance manger must analyse tlle risk return trade off and 
take decision accordingly. 

Some of the more prominent and common marketable seci~rities are: 

Treasury Bills 

T-Bills are issued by the Govern~nerlt and they are sold on a discount basis. The retur~l 
on the investlnent is the difference between the purchase price and face (par) value of 
the bill. 



Management of Worlting. The treasury bills aye issued only in bearer form. A very active secondary marltet 
Capital exists forthese bills. The secondary market for bills not 011ly ~naltes them highly liquid 

but also allows purchase of bills w ~ t h  very sliort maturities. They are for all practical 
purposes, and risk free. As the financ~al risk is negligible and the liquidity is very high, 
their yield are lower than those on the other marketable securities. They are the most 

I pop~~lar  marketable securities even though the yield on them is lower. 

Commercial Paper 
I 

They refer to short term unsccured promissory notes generally sold by large business 
films to raise short term casli. Only those companies having sound credit ratings can 
issue. Commercial papers (CPs). 'I'hese papers are ge~ierally sold on discount basis 
in bearer form. There is no active trading in secondary market for CPs, althougIi 
direct sellers of CPs often repurchase it on request. We liave discussed CP in detail 
in Unit 16. 

Now days investment in rnutl~al fi~nds are very popi~lar as they offer convenient 
alternative avenue for investing S U ~ ~ I L I S  sl101.t term money. There is a very active 
market for them and there are schemes to choose fro111 to suit the needs of the 
firm. For example there are liquid funds in which the surplus money can be invested 
for even a day and different schemes are available which offer clifferelit risk return 
profiles to suit investors. There are dcbt funds, equity f ~ ~ n d s ,  balanced f ~ ~ n d s  etc 
depending upon the marltets wlieretlie corpus of the fi~ncls are investecl. All the 
mutual funds are regulated as per SEI31 guidelines. 

Inter  Corpol-ate Deposits 

Yet a~lother avenue for investing sliort term surpluses are inter corporate deposits, that 
is short-term deposits with other companies. It is a fairly attractive form of investment 
of short term fillids in terms of rate OF retilrn. However, apart .from the fact that one 
moatll's time is required to convert them into cash, inter corporate deposits suffer from 
liigli degree of risk. 

Call Market 

It deals with funds borrotved / lend overnight 1 one-clay (call) Inoney and notice money 
for periods LID to 14 days. It enables firms to invest their S L I ~ P I L I S  money gainfully. 
However, the returns are Iiighly volatile as they are clriven by the regulations related to 
the maintenance of casli reserve ratio (CRR) by bnnks. 

17.7 ELECTRONIC BANKING 
lnfomation technology has changed the entire spectrum oi'banking and more and 
more corporate are now harnessing tlie advantages of this tecllnical rcvolution. 
Electronic banking has n-ade impact in almost all type of banking transactions be it 
transfer of fi~nds, tlepositing chcques, making payments etc. Now a days one can 
execute transactions from one's computer and the physical interface between the 
company and the bank lias reduced to a very large extent. 

Electronic banking offers two mairi advantages namely lower cost of transactions aiid 
convenience. It has many dimensions like phone banking and internet banking. One 
in~portant factor to be kept in mind regarding eleclronic banking is security ' 

I 

I considerations. Although banks have invested heavily in inSrastructure ancl tried to 
I 

t , 
make the transactions secure through encryption teclinology, password driven 

i i identifications, digitized signatures etc, still one should be careful in effecting funds 

;I transfers through electronic banking. For this full proof systems arid proper security 
3 6 arrangements should be in place as otherwise it can be lend to serious frauds. 

t 



However if there are adequate and reliable sa.f'eguards in place, it can be used, as it is 
definitely cost effective and fast. 

Check Your Progress B 

1 )  What is inventory turnover ratio? What does higher ratio indicate? 

................................................................................................................................ 

2) What is acid test ratio? 

................................................................................................................................ 

3) What is Call Market? 

Cash ~ a n a ~ e m k n t  

LET US SUM UP 
Cash management is important for the s~~rvival  of an  organisation. 'l'he objectives of 
cash management are to ellsLlre that the f ~ ~ n d s  arc available at the right time and at the 
lowest cost, idle cash must be ~ninl~nised, and enhance cash generation, etc. The 
motives for holding cash are transaction motive, precamtionnry ~notive and spec~rlalive 
motive. To plan and control the use of cash, cash budget is an important tool. Cash 
strategies are linked to cash cycle of a iirm. Cash cycle reflects the total Lime talien in 
the process by which the cash is uscd for making payments to supptiers for raw 
material and expenses which resulted in  raw ~naterials inventoly. By reducing cash 
cycle, cash balances can be minimised. The basic strategies to erective cash 
management are speedy collection of accounts receivables, and stretching accounts 
payables. 

Maintenance of optirnu~n cash balance requires balancingof maintaining liquidity and 
mini~num cash balancc. Liqi~iclity ratios can be ~ ~ s e d  a tool for assess~nellt ol'oplimum 
cash balance. Cash outflows and inllows are not synchromous. We may 11avc escess 
cash or deficit. Excess cash can be invested in marlcetable securities. Electronic 
banking has made influence on banking transactions. 11 offers low cost of trhnsaction 
and convenience. However acleq~~ate and reliable sali-guards should be talien. 

17.9 KEY WORDS 

Cash Cycle : Tirne taltcn betweell cash disbusement ancl cash 
collection. 

Cheque Deposit Float : Time taken in deposting the chequcs. 

Collection Float : Tirne taken by banks in colleclirig payment From 
customers bank. 



Management of Working Precautionary Motive : Cash held for meeting unexpected needs cash cycle. 
Capital 

Speculative Motive : Cash held for speculative purposes like taking cash, 
discount, bargain purchases. 

I 
! 1 Transaction Motive : Cash held for meeting day today needs. 

Transit Float/Postal Float : Time taken for cheque to reach firm by post. 
'i 

I )  Explain the motives for holding cash. 

2) What is cash budget? How is it prepared? 

3) What are the objectives of a firm in collecting its cash disbursement? 

4) Why do some firms have long cash cycles? 
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18.0 OBJECTIVES 

After sluclying this unit, you should be able to: 

a explain the need for holding tlie inventories and cost-benefits associated 
with it; 

determine econolnic order quantity as a tool to control inventory maiiagement 
costs; 

0 decide re-order level, where tlie risk of non-availability of inventory for 
production needs is minimum;. 

decide safety stocks and ~ninilnu~n stock levels to ensure continuous 
production; and 

e describe tools of selective inventory controls such as ABC analysis applying 
the principles of the lnanczgernent by exceptio~~. 

18.1 INTRODUCTION 

Inventory, also known as stock, is anything which a firm Iias which is not currently 
being used by the firm. Factory may have stocks of raw material, work-in- . 
progress, office may have stocks of stationery and warehouse may have stocks of 
finished goods. Illventory is important for the fir111 to function smoothly. Imagine 


